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FOREWORD

- TUSIAD stands for "Tiirk Sanayicileri ve Isadamlar
Dernegi" ("The Turkish Industrialists' and Businessmen's
Association") which was founded in 1971 by a group of
leading names in Turkish industry and business. TUSIAD is
'_,;__1;1 independent, non-profit institution whose primary
purpose is to promote public welfare, TUSIAD is scientific
and objective in its researches. It is emphasised that this
study does not necessarily reflect the views of the TUSIAD
members_f" nor, of course, is it to be considered in any way
whatever to be an official publication.

The fourth issuse of TUSIAD Quarterly Economic
Suwéy is prepared by utilising the most recent data and
estimations available in April, May and June 1995 by
Economic Research Department.
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Domestic demand is still low, output growth is led by exports.

i

In the first quarter of 1995, despite the contraction in domestic demand, growth
performance has been higher than expected due to the expansion in foreign demand.
The GDP growth rate for the first quarter of 1995 was above the TUSIAD estimate -
computed as -4.4 percent under the assumption that domestic demand would follow the
contractionary trend- and attained -0.2 percent. In fact, the expenditure approach shows
that this performance is export-led rather than being the result of domestic demand
expansion. The contraction in domestic demand has been compensated by the increase
in export revenues, since producers have reoriented themselves towards foreign markets
-partially as a result of the price advantage they enjoyed at the time when foreign trade
contracts have been established. The 19.7 percent increase in external demand led to a 4
percent increase in the GDP and although the other components of the GDP contracted
by 6.8 percent, the GDP itself has only decreased by 1.5 percent.

Private sector investment and consumption expenditures continued to
decline; public consumption expenditures increased.

If we look at the‘-'grpwth rate from the expenditure side, it is observed that public

consumption expenditures and exports of goods and services increased, while private

final consumption expenditures and gross fixed capital investments continued to decline.

Private final consumption. expenditures, which constitute 71.3 percent of the GDP
viewed from the expenditure side, decreased by 4.7 percent whereas gross fixed capital
investment, which is 24.7 percent of the GDP, decreased by 16.9 percent. Foreign
demand was up by 19.7 percent and public final consumption expenditures by 0.9
percent in the same period. The GDP is also positively affected by another development;
the 'change in inventories which was negative in the first quarter in the last years -with
the exception of 1990- became positive in 1995.

Considering the decrease in inventories in 1994 and the increase in especially raw
material$ imports in the first quarter of 1995, it is expected that inventory accumulation

will continue in the second quarter of 1995.

The 18.9 percent contraction in consumer durables is an important factor in
explaining the 4.7 percent decrease in private final consumption expenditures. There is
also a 11 percent decrease in consumer nondurables and semidurables. These rates point



to the fact that domestic markets had still not fully recovered from the effects of the crisis
in the first quarter of 1995.

Public final consumption expenditures are up by 6.9 percent. This is accounted for
by the 2.7 percent increase in salaries and wages and by the 21.5 percent increase in
public sector's purchases of goods and services.

There is a 16.9 percent decline in the aggregate gross fixed capital accumulation with
public and private sector figures being 35.7 percent and 13.5 percent respectively.
However, machinery & equipment investments -which constitute two thirds of private
sector investments- declined by 25.9 percent. This fact shows that the private sector is
still not fully committed to invest as a result of market volatility and is looking for further
stabilization. The decline in the private sector's machinery & equipment investment
accounts for three fourths of the negative effect on growth of overall gross fixed
investment decrease.
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Production is again following an upward trend after having gone downwards
for four quarters compared to the same quarter of the previous year.

After the SIS (State Institute of Statistics) changed the base year to 1992 by modifying
the subsector weights of the industrial production index, it is understood that the
contraction in the industrial sector it 1994 was more serious than previously thought.
Hence, the 1993 industrial production growth rate, which was 6.7 percent according to
the former index, has been revised as 5. 9 percent. The réspective 1994 figure is also
reset as -0.2 percent instead of the previous -4.9 percent.

According to the new index, industrial output; which was declining relative to the
same month of the previous year since April 1994, rose significantly in April 1995 and is
now even higher than the 1993 level. The index pointed to a 13.8 percent increase in
April and is Lip by 13.6 percent in May too.

Despite the observed expansion in April and in May, as a result of the contraction
during the first quarter of 1995 compared to the same quarter of 1994, industrial
production growth rate has been -2.7 percent for the January-May period. This contraction
in industrial production is rooted in the decline of output in the machinery industry which
accounts for 20 percent of overall industrial production. The machinery industry, which
also comprises consumer durables, is the sector which felt most the effects of the relative
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stagnation in domestic demand and thus, contracted by 7.5 percent, the highest
contraction rate in the industrial sector.

Capacity utilization ratio has been correlatively increasing with industrial production.
It has reached 81.5 percent in June, rising continuously since January.

Growth is expected to accelerate in the second quarter of 1995.

There are many indicators which all predict that the expansion in the Turkish
economy will become significant starting from the second quarter of 1995. In addition to
the monthly industrial production figures for April and May 1995, increasing capacity
utilization ratios and the expansion in imports, the amount of investment within
investment incentive certificates issued in January-April is up by 20 percent in real terms
as compared to the same period of 1994. The increase in subsidized investments came
mainly from the sectors of food, textiles and ceramics. TUSIAD Leading Indicators Index
supports high growth rate expectations as well.

The grOwtﬁ rate for the first quarter of 1995, was higher than TUSIAD's estimate.
Consequently, TUSIAD revised its estimate for the yearly growth rate of 2.8 percent to 3.8
percent. Similarly, the growth_‘ﬂr'ate estimate for the second quarter of 1995 is now reset at
6 percent. The error margin for the first quarter estimate is rather high. The discrepancy
between the estimated and actual figures originates from the unexpected rise in foreign
demand, in spite of rael exchange rate overvaluation, whilst domestic demand followed
its contractionary trend as previewed,

Inflation; the tendency to return back to the pre-crisis level.

Effective June 1995, the annual CPI increase is down to 77.3 percent, declining from
April onwards. Monthly CPI growth rates are under 2 percent in April and May. One of
the factors explaining this development is the seasonality effect displayed by agricultural
prices. However, private manufacturing sector prices -which do not include a significant
seasonality component- have also slowed down to 3 percent monthly increase.
Nevertheless, if the equilibrium in financial markets can nol be sustained, inflationary
expextations may be triggered in August when public debt repayments will increase.
Starting from September, annual inflation rate may rise again since the seasonality effect
in agricultural prices will disappear.



TUSIAD last quarter year on year inflation is estimated to be 71.7 percent.

High interest rate policy prevented a decline in the budget deficit.

On a 12-months cumulative basis, the consolidated budget deficit decreased in real
terms since April. In April, however, it has displayed an important increase as a result of
internal debt repayments. Nonetheless, the budget has a surplus of TL 13 trillion and
only a 12 trillion deficit has been projected for June. These figures show that the
consolidated budget deficit is to some extent under control. '

The primary budget on a 12 months cumulative basis, which was deficiary from the
last quarter of 1991 onwards, gave a surplus in May 1994. Except December 1994 and
May 1995, it has continued this trend ever since. Nevertheless, due to lack of external
financing possibilities, internal borrowing had become a necessity. To restart domestic
borrowing, which had ended by the end of 1993, Treaury offered very high real interest
rates. As a consequence of domestic borrowing with short maturities accompaniect. by a R
high real interest rate policy, interest payments on internal debt have soared up.
Therefore, only a limited improvement in the budget deficit could be achieved.

When we look at other expenditure items, we observe an important real decrease in
salaries and investment expenditures, Transfers to the SEEs (State Economic Enterprises)
were suspended when the crisis began and this had alleviated the budget deficit. During
the January-April period, investment expenditures, whose share in total expenditures
were already on a declining path since 1987, decreased even in nominal terms with
respect to the same period of 1994. Purchases of goods and services, also declined in real
terms which constituted another factor positively affecting the primary balance. Interest
payments on external debt, on the other hand, were increasing in real terms.

For both political and economic reasons, it is not possible, in the medium run, for
the government to continue further reductions in public expenditures other than interest
payments. Hence, a further improvement in the primary balance is not expected. Under
these circumstances, containing the increase in the budget deficit is contingent upon the

real interest rate on domestic borrowing.

The Treasury has started to reduce interests on and extend the maturities of internal
borrowing in February. This operation turned out to be an important factor in limiting the
budget deficit increase during the rest of the year. Since the terms of domestic borrowing
during the first half of 1995 were rather long -9 and 12 months- the pressure of interest
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payments on the deficit is postponed to 1996. Starting from August, the Treasury will
again face heavy external and internal debt repayments. If markets take into
consideration the downward trend in inflation, the Treasury will find the opportunity to
borrow with lower real interest rates which might reduce the interest burden on the
consolidated budget deficit.

On the other hand, since interest payments constitute a major part of the
consolidated budget deficit, the positive correlation betwen increasing budget deficit and
growth rate will be negatively affected. Serious declines in investment expenditures and
salaries show that the previously observed correlation between increasing budget deficit
and relatively high growth rate may not be effectuated. Domestic demand indicators
pertaining to the first quarter of 1995 support this judgment.

Achievement of the budget deficit target depends on the privatization
performance.

Since the share of salaties and investment expenditures to the total expenditures is
delI’lO steddlly, controlling the consolidated budget deficit is dependent on decreasing
interest payments of internal. debt and also on revenue enhancing measures. The
Treasury auctions are fending"to result in lower compound interest rates and this might
alleviate the burden of interest payments (on internal debt) on the budget for the rest of
1995. However, interest rates are still high in real terms and borrowings realized with 9
and 12 month maturities thi§" year will put a pressure on the budget in 1996. On the
other hand, interest rates on external debt are also decreasing and the sales of the
Treasury in the Euroyven market are higher than expected. These developments will
reduce the need for domestic borrowing during the rest of the year and conditions for
further reducing interest rates will be ripe.

The Seventh Five Year Development Plan set the goal of reducing the budget deficit
by decreasing public expenditures. That is, no tax reform was projected and there would
not be an increase in the public revenue/GNP ratio. Nevertheless, as explained above,
public.deficit can only be reduced further, if the interest burden is alleviated -except by
reducing the SSE's deficit by privatizing them. The interest burden on internal debt can
only be reduced either by increasing external debt or by financing the deficit by monetary
expansion. Since the Five Year Plan projects a 6 percent inflation for the end of the plan
period, it is easy to see thar foreign resources will be used to finance the budget deficit.



To a large extent, a possible improvement of the consolidated budget deficit in 1995
is conditional upon the privatization performance. Since the privatization targets set for
the first half of the year are not attained, the end of the year budget deficit will be higher
than projected. If the privatization revenues fall short of the projections in the second
half of the year the consolidated budget deficit will probably exceed the 219 trillion, the
targeted budget deficit figure as of the end of 1995. The original plan foresees a 266
trillion deficit by the end of September, which is expected to be reduced to 219 trillion at
the end of the year with the help of the proceeds from privatizations.

Substantial increase in imports.

The real exchange rate appreciated rapidly and foreign demand induced production
growth which led to a fast increase in imports from February onwards. However, since
foreign 'demand was still strong, the increase in imports did not proportionately worsen
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the trade balance.

Imports increased at a rate of 37.1 percent, while the rise in exports was 29.3 percent
in the January-May 1995 period. The trade balance deteriorated by 54.6 percent.

By looking at imports by commodity groups, it has been observed that -although
there is an increase in all items- raw materials imports displayed the most rapid increase.
In the first five months of 1995, raw”materials imports were 17 percent higher when
compared with the same period of 1993, a year of high growth at a rate of 8.1 percent.
Imports in investment and consumption goods increased at a relatively slower pace.

It can be argued that there are basically two reasons which explain the rise in
imports observed during the first five months of 1995. First, the economic recovery is led
by exports. Second, the drastic exchange rate depreciation in the beginning of 1994
made imports relatively costly, as a result of which imported raw material stocks have
been used up. Now that the economy is again taking off and that real exchange rates are
even lower than their pre-crisis level, imported raw materials are again stocked up.

It is expected that the demand for imports will remain strong in the next few months
even if the exchange rate devalues proportionately to inflation. The reasons are twofold;
the real exchange rate has been appreciating since June 1994 and expectations for
economic expansion are gaining in strength. The fast increase in imports, however, is
expected to slow down in the second half of 1995.
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If imports increase by 30 percent in the second half of 1995, the import volume will
be up to $ 31 billion -higher than the 1993 figure. Under the assumptions that the real
exchange rate will remain fixed and that domestic demand will be fuelled, exports are
expected to attain $ 21 billion. In this case, the trade deficit will exceed § 10 billion. -

The exports growth rate of 29.3 percent in the first five months of 1995 compared to
the same period of 1994 is expected to decline in the rest of the year. The real
appreciation in the exchange rate as well as the high export volume in the second half of
1994 makes it rather difficult to sustaine the high growth rate. After both exports and
imports boomed rapidly in April, in May exports rose only by 23 percent and imports
increased by 78.4 percent, as a result the trade deficit grew fivefold. 1In the first five
months of 1995 exports covered 65.4 percent of imports, a figure below the previous
year's 69.3 percent for the same period. Foreign trade deficit for the first five months of
1995 is $ 4.3 billion.

The fore1gn trade def1c1t will have a negative impact on the current account
balance. | ' ' :

As foreign trade balances, deteriorate so does the current account. The current
account balance was ithproving since April 1994 but it tended to deteriorate again in
February 1995. The $ 604 billion surplus in the current account as of January 1995 turned
into a deficit in the February-April period. The current account surplus is $ 203 billion for
the first four months of this year versus a deficit of $ 795 billion for the same period of
1994. In January-April 1995 the trade balance is up to $ 2.75 billion versus $ 2.19 billion
of 1994 thanks to an increase in invisibles -mainly freight and insurance revenues. In
this period, other revenues from goods and services grew by 44 percent whereas other
expenditures for goods and services increased only by 22.4 percent. Official unrequited
transfers from the Gulf Fund ($ 588 billion) also helped the current account balance
remain positive for the first four months of the year. Overall official unrequited transfers
were $ 659 billion in that period.

Extensive short run capital flights had followed the crisis of beginning 1994.
Nevertheless, short .run capital inflow were induced by the interest rate pohcy adopted
from mid 1994 onwards and by the consequent depreciation of the TL vis-a-vis the USS$.
Capital inflows began by the end of 1994. From January 1995 to April 1995 net short
term capital inﬂo?vs reached $ 3 billion versus the $ 1.5 billion exit of 1994's same period.



Net errors and omissions displayed a parallel development. Unrecorded capital flights
reached $ 2.5 billion in the first four months of 1994 while unrecorded capital inflows
were $ 1.2 billion in the respective period of 1995. Thus, short run capital inflows and
net errors and omissions reached a total of net $ 4.2 billion. In this period, besides the
bottlenecks in foreign financement, portfolio investments continued to decline. Portfolio
investments declined significantly in the first four months of the year and are down to - $
0.2 billion versus $ 1.6 billion of 1994 |

Again, compared to the January-April period of 1994, direct investments increased
from $ 93 million to $ 123 million in 1995 but the long run net capital inflow is down to $
128 million versus $ 157 million of 1994. Overall, there is a $ 4.4 billion increase in
foreign exchange reserves, of which § 3 billion came from short run capital inflows, § 1.2
billion from net errors and omissions and finally, $ 0.2 billion was the current account
surplus.

L
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As the current account deteriorates -unless the budget deficit grows,higher-
public sector's demand for private savings surplus will decline.

From the last quarter of 1994 onwards, the constant price consolidated budget deficit
did not grow, which limited the public sector's need for private funds. As-the current
account balances deteriorate, the budget deficit will be financed by external funds rather
than by domestic private sector funds:

Central Bank's foreign currency exposure diminishes. Central Bank money
rose in the second quarter of 1995 thanks to open market operations and to the
increase in reserves,

From mid 1994 onwards, Central bank foreign currency reserves rose rapidly as a
result of new measures and, after the IMF stand-by, of the monetary policy targeted to
decrease net domestic assets while increasing net foreign assets.

~ Central Bank's foreign currency reserves, which were down to $ 3 billion in March
1994, rose up to $ 7.1 billion by the end of the year and to § 13.4 billion by the end of
June 1995. High real interest rates and the appreciation of the real exchange rate against
the US$ led to a higher demand for the TL, which explains the rise in foreign currency
reserves. Reserves continued to increase in May and June - a period of intense external
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debt payments - and Central- Bank's foreign currency exposure (i.e. the F/X short
position) rapidly diminished thanks to this development. Foreign currency exposure
went down to § 0.6 billion as of end of June 1995 from its end of 1994 level of $ 3.4
billion.

Taking into account the developments in the CB Analytical Balance Sheet, we
observe that monefary expansion has financed to a large extent the rise in the CB's
foreign currency assets. In the first half of 1995, the CB's foreign currency assets grew by
90.3 percent whereas foreign currency liabilities grew only by 45.7 percent.
Consequently, the share of foreign currency liabilities in total liabilities shrank to 63.6
percent by the end of june 1995 versus 72.1 percent as of the end of 1994. As a parallel
development, the share of CB money in total liabilities rose from 27.9 percent to 36.4
percent.

The Treasury has been able to borrow from the domestic market in the January-
March period. So, it did not need the CB's resources and the CB's domestic assets'
growth remained in limited proportions. In April-May, however, as a result of internal
and foreign debt repayments, short term advances from the CB increased. Nonetheless,
since short term"advancesi to the Treasury fell to TL 106 trillion in June, domestic assets
shrank again. That domestic assets remained fixed in real terms in the first half of the
year, shows that the CB did not-cause monatary expansion. The share of domestic assets
in total assets fell to 379 percent by the end of June whereas it was 46.8 percent at the
end of 1994. Foreign aésets, on the other hand, rose from 53.2 percent to 62.1 percent in the
same period.

The Treasury began to lenghten the maturities of domestic borrowing in February
and did not sell short maturity bills. Liquidity rose as a result since conditions for long
term investment were not ripe in the markets. The CB's F/X position was strong and the
markets expected a continued appreciation of the TL; hence, liquity in the market did not
switch to foreign exchange and this process ended by the CB's open market operations
which absorbed excess liquidy. Debts arising from open market operations rose from TL
-2.1 trillion as of the end of January to TL 10.9 trillion by the end of February, to TL 54.6
trillion by the end of April and to TL 110.2 trillion at the end of May. In June the debt
shrank to TL 107 trillion.

As a consequence of the rise in net foreign assets, the increase in reserve money was
54.2 percent, higher than the anticipated 41 percent.

o
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Monetary expansion in the second quarter of 1995.

The annual growth rates of monetary aggregates declined from the first quarter
onwards. However, in the second quarter, monetary aggregates expanded significantly in
real terms.

The money supply M1 shrank by 2 percent in the first quarter of 1995 but increased
by 34.5 percent in the second quarter since the money in eirculation increased. Thus, the
money supply M1 remained constant in real terms in the first half of the year.
Nonetheless, M2 rose by 49.8 percent as a result of the increase in deposit accounts (up
to 72.3 percent) in the same period. The real growth rate of M2 was 13.8 percent for the
first half of the year. The increase in M2Y, however, was only 35.8 percent thanks to the
slowdown in foreign exchange deposits.

The composite stock exchange index has been tending to rise in US$ terms
since the beginning of 1995.

The Stock Exchange Index continued its upward trend which began in the second
quarter from 39,821 and reached 54,653 on April 21. The index reached historically high
levels in this period and, after having reached 55,500 on April 24, began to fluctuate. The
April-June period ended with 21.1 percent increase, at 48,233. Those [luctuations were
mostly caused by short term political’prospects, the nature of economic data and market
expectations. The Stock Exchange reached a transaction volume of TL 361 trillion in the
first quarter of 1995 but rose to TL 766 trillion in the April-June period corresponding to
a 112 percent increase. If we look at the Stock Exchange on the firms' basis, we do
observe that the equities of 170 firms out of 180 have gained whereas only nine have lost
in value. The increase in the transaction volume and the continual records induced the
firms to issue equities further. In the second quarter, a total of 14 enterprises have issued
equities worth TL 7,400 Dbillion.

The Stock Exchange was bullish just before the Religious Holiday since the demand.
for liquidy rose sharply and continued to experience a downfall right after the Holiday
also. This happened although the Stock Exchange had been expected to enjoy the
positive impact of its new building. The combined index fell down to approximately
43,000 on May 22. At around that time, the Stock Exchange began to rise again, hovering
around its record levels. The stability of the exchange rates, the decrease in interests and
the positive impact of newly announced quarterly balance sheets - which displayed

12



brilliance relative to 1994 - accounted for this new upward trend. Another important
factor was restored political stability after the June elections. Furthermore, the annual
inflation rate had cooled-down to less than 80 percent with the newly announced April,
May and June figures. |

The real interest/real exchange rate parity is still high in favor of the TL.

Although the CB gave, in July, signals of a policy of indexing the exchange rate
depreciation to inflation and despite the fact that the Treasury Bills' interests started to rise
from June onwards, the real interest rate/real exchange rate parity is still high.

Starting from February 1995, the Treasury could borrow with higher than three
months maturities. After the February borrowings with 6 and 7 months maturities, the
Treasury borrowed with 9 and 12 months maturities in March. Simultaneously, it could
lower capitalized interest rates.. The Treasury did again experience difficulties in
borrowing with. l__ong-termed maturities at the end of April which led to an increase in
interest rates. Although, in May and June, inflation slowed down, real interests continued
to be high. :

If the real exchangé rate continues to appreciate, trade balances may be negatively
affected in the next period. Considering the rise in imports since February and that the
economy will grow at approximately 5 percent from the second quarter onwards, the
trade balance will deteriorate as a result of high domestic demand and a weakened price
advantage. In the face of this possibility, domestic demand should be kept under control
and net domestic assets should not be allowed to increase in real terms.

If the (a tendency of both the Commercial Banks and the Treasury's interest rates to
fall, the narrowing of the gap between these two interest rates, the signs that the real
exchange rate may appreciate at a slower pace, the tendency of the bank credits to rise)
interest-inflation-devaluation rates continue their trend observed since the beginning of
1995 and, especially, in the second quarter, it is expected that macroeconomic equilibria
will not deteriorate substantially in the second half of the year.
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TUSIAD ESTIMATES

i

93.1 93-2 93-3 93-4| 93 1941 94-2 94-3 944 94 | 95-1 95.2 95-3 95-4| 95
Realization . Realization Estimate

(25 April 1995)
Growth Raie 56 111 7.8 79| 81t 40 96 -86 -68] 60| -44 39 49 48] 28
Inflation Rate 52.9 573 628 596| 58.4| 678 133.9 1283 141.3|120.7| 149.9« 79.9 77.9 717( 830

(25 July 1995)
Growth Rate 56 111 78 79 81 40 96 -86 -68 -60| -02* 60 49 39| 38
Inflation Rate 520 573 628 596| 584| 67.8 133.9 1283 141.3| 120.7[ 149.9* 82.0* 77.9 71.7| 885

* Realization

. GNP GROWTH RATE GRAPH 1
o4
15

-10

03-1 93-2 ‘ 93-3 934 94-1 04-2 04-3 04-4 95-1 95-2* 05-3* 95-4*
* Estimate i ‘

WHOLESALE PRICE INDEX GRAPH 2

) (Average Annual Percentage Change)
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GRAPH 3

EXPENDITURE ON GROSS DOMESTIC PRODUCT

(TL Million)

(At 1987 Prices)
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SEASONALLY ADJUSTED INDUSTRIAL PRODUCTION INDEX GRAPH 4
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GRAPH 7
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GRAPH 8
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GRAPH 10
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GRAPH 11

M2 (Annual Percentage Increase)
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CONSOLIDATED BUDGET DEFICIT
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| in Turkey







Labour market problems, and particularly unemployment, have not so far received the
attention they deserve in Turkish economic policy debates. We are therefore adding a
supplement on employment and wages to the current issue of TUSIAD Quarterly Economic
Survey (QES), in order to encourage the inclusion of these variables in standard data base of
policy makers and economists. This supplement will survey the last 8-10 years' structural
tencencies in employment and wages. The forthcoming issues of TUSIAD QES will continue
to monitor new developments related to these variables.V

As a result of immigration from rural to urban areas the risk of unemployment
now affects a wide population.

Structural change has been going on for the last few generations. As more than half of
Turkey's population now lives in urban areas and is employed in nonagricultural sectors a -
trend which is expected to continue - Turkey is not any more immune from the open
unemployment problem as an underdeveloped economy is believed to be. On the other
hand, as of April.1994, in rural areas, where 45 percent of the population of working age lives,
83 percént of eniployment consi'st of the self-employed or unpaid family workers. In this
traditional environment,. where 'hiring and firing is not determined by demand and supply,
the open unemployment (4.6 pe1cent in April 1994 ) is not economically meaningful -
notwithstanding that this rate ‘is still high in comparision to many other middle income
countries. This suppl_em,ent will focus mainly on the labour force data related to urban areas.

According to the 1994 figures more than half of Turkey's population lives in urban areas,
where the unemployment rate hovered around 11-15 percent in the last decade.
Unemployment rate comparisons with industrialized countries should be based on this figure.
Furthermore, concentration in urban areas is continuing at a high speed and the total
unemployment rate is increasingly determined by the urban rate as a consequence. If Turkey
cannot solve the structural problems which keep the urban unemployment rate high,
unemployment will becorhe a major problem concerning an increasingly larger part of the
population,

(1) To provide an easy reading (both of the text and the figures) we summarize key concepis below:

Labotr force: total of employed and unemployed seeking and available for work.

Labour force participation rate or economic perticipetion rale: the vatio of the labowr force to the population of working age
(aged 12 yecrs or more).

Unemployment rate: the ratio of the unemployed to the labour force.

Employment rate: the rctffo of the employed 1o the population of working age (aged 12 years or more)
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The scarcity of reliable and up-to-date information makes a full analysis difficult.

A Household Labour Force Survey, carried out by the State Institute of Statistics (SIS)
twice a year in April and October, is the major source of labour force data. Since these take a
long time to be published, however, it has not been possible to detect the impact of the 1994
economic crisis on the labour force at this stage.

Moreover, the definitions of the Survey have been changed from time to time, which
makes a long run comparative analysis impossible. Before the October 1985 Survey, settle-
ments with a population of 10 thousand or higher were defined as urban areas whereas after
that date 20 thousand is taken as the demarcation line. Further modifications in the October
1988 questionnaire have shifted the beginning of the comparable data to that date. However,
the simplified survey roster, which is in vigor since October 1990, does not necessitate a break
in the series. Generally speaking, following the modifications, surveys tended to register
positive developments such as a decline in the unemployment rate or a rise in the labour force
participation rate.

%

Other publications such as the SIS Employment and Working Hours in the
Manufacturing Industry Index, provide more up-to date data but cover only a small part of
overall employment.

[

High urban unemployment raté and low female labour force participation point
to a serious bottleneck in the labour market. '

According to the latest available Survey (April 1994), unjemployment is 12.9 percent in
urban areas and 8.3 percent in the whole country. Unemployment in urban areas is 19.6
percent for women and 11.4 percent for men. The urban unemployment rate began to rise
since April 1993. This development can either be explained by the low rate of employment
creation or by a higher participation rate induced by rapid economic growth in 1993.

The economic participation rate, which is low in comparision to industrialized and
dynamic East Asian countries, has tended to decline throughout the period for which there is
data. This rate reached 51.6 percent in April 1994, having risen somewhat in the October
1993-April 1994 period. This low participation rate and its tendency to fall are basically
accounted for by the low female labour force participation rate in urban areas. The female
participation rate hovered around 16 percent in the period 1988-1994. This rate which does
not show any long-term tendency to rise is not much higher in comparision to Middle East
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countries where labour force participation and economic independence of women are not
considered to be an integral part of social order. Despite their low labour force participation,
female unemployment rate in urban areas is as high as 20 percent.

Limited hope of finding a job may be the major cause behind the low participati-
on rate.

The slower growth of the labour force in comparision to the adult population can be due
to, among other things, a diminishing hope of finding a job. Labour force surveys run into well
known problems in identifying those who are not seeking jobs because they have no hope of
finding one. In fact, the dearth of attractive job opportunities and their slow growth, results in a
significant fractioni of the urban population to fall out completely from working life or never
getl integrated into it. Individuals in this situation loose or never develop in the first place the
requisite skills of searching and landing a job and then succeeding in staying in it. In the
breakdown of those net in the labour force according to the reason for their non-participation,
this group may fiot even be makirig it into the category of "discouraged workers" (available
but not seeking a job), and, in stead, hide in categories like "housewife", "not seeking a job for
family or p:ersonal reasons", or "other". Inclusion of these types of discouraged workers would
result in 2 much higher ;_fmempl_é)'yment rate in Turkey's urban areas.

Only 20 percent of absolute growth in urban population has been absorbed by
the job market.

Low and declining participation and employment rates can also be explained by a
widening education. This effect is aggravated in Turkey by the low age threshold (12 years)
set to define adult population.

Between April 1992 and April 1994, the net increase in urban adult population was 1.71
million. Only19.3 percent (331 thousand) of these have joined the employed whereas 7.9
percent joined the ranks of the (openly) unemployed. 40 percent of the remaining population
is either in school or is older than 65 and, left the labour force. 32.8 percent of the net increase
can be accounted for by categories (e.g. "other") described above. Those who are out of the
labour force for reasons other than old age or education are 1.7 times more numerous than
those who have joined the employed.,
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As there are difficulties in defining the labour force, and especially unemployment,
analyst from developed OECD countries have recently began to pay atiention (0 a4 new
concept - the "employment rate" - which is the ratio of the employed to the entire working-age
population rather than to the labour force. In urban Turkey, this ratio is about 37 percent.
While the urban female employment rate has been stable, at 12-13 percent in 1988-1994, the
same ratio for men declined by 6 percent in the same period to reach 60 percent.

It is very difficult to forecast the unemployment rate and other labour force variables in
Turkey. An upsurge of economic activity might increase employment while it is also possible
to observe a decline participation and employment rates during a boom, as expectations of
finding a job may rise, resulting in the number of job searchers increasing faster than the
number of new jobs. In spite of these difficulties, the State Planning Organization (SPO)
predicts a 10.5 percent unemployment rate for 1994 and the OECD 10.9 percent. This rate was
7.6 percent in 1993 for the whole country. However, considering that the April 1994 figure  is
8.3 percent , SPO's forecast for the whole year can only be fulfiled if the October 1994 rate

7

reaches at least of 12.7 percent. Lo

It is not possible to to observe the relationship between wages and other
macroeconmic variables adequately, as data on wages cover only a limited portion
of all wage employment. "“r

There are no data covering the entire wage employment (6.3 million people, accounting
for 32 percent of all employment as of April 1994). On the other hand, SIS publishes data on
wages in the manufacturing sector (3 million people, 15 percent of all employment).
Furthermore, the Turkish Confederation of Employers' Unions (TISK) publishes wage
statistics covering the unionized segment of employment, mainly in the the manufacturing

sector.

The SIS data cover all public firms in the manufacturing sector as well as private
manufacturing firms with 10 or more employees. An analysis of 1991 data reveals that these
amount to only 943 thousand workers out of 1.9 million classified by the Household Labour
. Force Survey as workers employed in the manufacturing sector. TiSK data, on the other hand,
are based on approximately 200 thousand workers employed in 495 firms beloying to of 12
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employers' union, as of 1993. The coverage of DIE data on production, employment and
hours worked in manufacturing - on which the 151‘0dL1Cti\fity calculations are based - is the
same as their wage data. Hence any analysis concerning wages has 1o be qualified with these
serious limitations of coverage.

Real wages covered in the statistics display fluctuations of a magnitude and in-
tensity which cannot be explained by changes in productivity, and which are,
therefore, harmful to competetitiveness.

According to the SIS statistics, real wages per hour worked in the manufacturing sector
declined by 23 percent in 1980-1988, but rose by 91 percent in 1988-1991. In the latter period
productivity gains were substantially lower than real wage increases. Between the third
quarter of 1990 and the first quarter of 1992, the period of highest increase in real wages (30
percent), manufacturing sector employment declined by 15 percent on an annual and 21.7
percent on a cumulative basis. Subsequently, real wages remained roughly constant between
the first quarter 6£-1992 and the last quarter of 1993 when the economy grew by 14.5 percent in
cumulative terms and manufactuﬂng production rose by 27.4 percent. Generally, productivity
in the-manufacturing sector also increased by 23 percent. In general, we observe that
production and investment inCI'egiSes did not lead to sustained increases in employment in the
unstable post-1988 peridd when expansions and contractions were short-lived. In this period real

wage fluctuations did not reflect changes in productivitybut were essentially politically induced.

Although real wages decreased after the 1994 Crisis, they are still 16 percent
above their 1990 average.

- In the manufacturing sector, real wages were approximately constant in 1993. lHowever,
they declined considerably (by 23.8 percent) between the first and the second quarters of
1994 as a result of the big leap in inflation. However, the general manufacturing industry
figures are not fully uniform; the 1988-1993 annual figures include in-kind payments to
wakers'; whereas the post - 1993 quarterly data- exclude them. An error margin should thus
be taken for granted. For this reason, we did not form a unique series for 1988-1994 period.
Nonetheless, leaving this error margin aside, the decline in real wages observed since the first
quarter of 1993 lowered, in the third quarter of 1994, the general manufacturing real wage
level down to roughly its 1990 average.
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TISK's.wage series, which is published quarterly and covers only unionized workers,
provides data as of April 1995. This series is more up-to-date but displays sudden jumps in
periods where collective bargaining agreements are bunched together. Hence, this series
should not be used to calculate interperiod rates of increase. The series, nevertheless, shows
that unionized workers' real wages declined from the second quarter of 1994 onwards as a
result of the crisis and the rise in inflation. However, it is observed that real wages are still high
as compared to their 1988 level . Wages of unionized manufacturing workers are, as of the
second quarter of 1995, 16 percent higher than their 1990 average and 77 percent higher than
in 1988.
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NON-INSTITUTIONAL CIVILIAN POPULATION BY IABOUR FORCE AND EMPLOYMENT
STATUS, AND BRANCH OF ECONOMIC ACTIVITY

Urban Area Rural Area Turkey
Female Male Total |Female Male  Total |Female Male  Total

LABOUR MARKET STATUS (000 Persons) (000 Persons) (000 Persons)

Total population 15821 16530 32350 14054 13682 277306 29875 30211 60086

Aged 12 years or more 11257 11811 23068 9674 9130 18805 | 20932 20942 41873

Participation rate (%) 15.9 67.7 42.4 50.4 75.8 62.7 31.9 71.2 51.6

Labour force 1795 7994 9789 4874 6923 11797 6668 14918 21586

Employed 1444 7082 8526 | 4779 6479 11258 | 6223 13561 19784

Unemployed 351 912 1263 94 444 539 445 1357 1802

Unemployment rate (%) 19.6 11.4 12.9 1.9 6.4 4.6 6.7 9.1 8.3

Employment rate (%) * 12.8 60.0 37.0 49.4 71.0 59.9 29.7 64.8 47.2

Not in labour force: 9462 3817 13279 4801 2207 7008 | 14263 6024 20287
Disabled, old or il 639 359 908 857 532 1389 1496 890 2387
Retired-60 and older 67 632 700 3 197 200 70 829 899
Retired-younger than 60 122 522 644 11 130 141 132 652 785
Student 1439 1992 3431 608 1123 1731 2047 3114 5162
Housewife 6674 — 6674 3103 - 3103 9777 - 9777
Others 521 312 833 219 226 445 740 538 1278

Population aged 15 to 24 ‘

Populatign . : 2074 2908 5883 2572 2216 4788 5547 5124 10671

Participation rate (%) 213 570 389 | 565 786 667 | 37.6 663 51.4

Labour force Z 633 1657 2201 [ 1454 1741 3195 | 2087 3398 5485

Employed 454 1262 1716 1393 1399 2792 1847 2061 4508

Unemployed 179 395 574 61 212 273 241 607 848

Unemployment rate (%) - 283 23.8 25.1 4.2 12.2 8.6 11.5 17.9 15.5

Employment rate (%) 153 43.4 29.2 54.1 63.1 58.3 33.3 51.9 42.2

Not in labour force 2341 1251 3592 1118 G035 1723 3459 1856 5315
Disabled or ill 17 37 35 15 27 42 33 64 96
Student 688 1070 1758 188 504 692 876 1574 2450
Housewife 1418 1418 827 827 | 2245 - 2245
Others 217 144 361 88 74 162 306 218 524

EMPLOYMENT STATUS {(percent of employment)

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

- Regular employee 642 56.6 57.9 5.6 16.7 12.0 19.2 37.5 31.8
Casual employee 6.5 9.6 9.1 2.4 7.0 5.1 3.4 8.4 6.8
Unpaid family worker 15.2 42 61 82.6 257 49.8 66.9 14.5 31.0

- Employer or self-employed 14.1 29.5 26.9 9.4 50.7 33.1 10.5 39.6 30.4

ECONOMIC SECTOR (percent of employment)

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Agriculture, forestry, etc. 14.4 4.0 58 | -925 67.5 78.1 74.4 34.4 47.0
Manufacturing 30.2 28.3 28.6 C 41 6.6 5.6 10.2 18.0 15.5
Others 55.4 67.7 65.6 3.4 25.8 16.3 15.5 47.7 37.5

* Employed as a percentage of population aged 12 or more.
Source: State Institute of Statistics, Housebold Labour Force Survey Resulls, April 1994
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LABOUR FORCE PARTICIPATION, UNEMPLOYMENT AND EMPLOYMENT
(1985-1994)

Urban Area Turkey
Labour force  Unemployment  Employment Labour force  Unemployment  Employment
Date of survey  |participation rate Rate {(I» Rate (<) participation rate Rate (h) Rate {¢)
() (%) (%) (%) (2} (%) {9%) (%)
Female
Qctober 1985 13.7 31.9 9.3 317 11.1 28.2
October 1988 16.9 28.4 12.1 34.9 9.6 31.6
April 1989 165 26.5 12.1 36.6 8.9 33.3
October 1989 17.2 26.9 12.5 36.0 8.8 32.9
April 1990 152 26.1 11.2 33.4 8.9 ’:04
Qctober 1990 17.0 21.0 134 34.7 7.2 32.2
April 1991 3.3 21.0 12.1 33.4 6.4 31.2
Cctoher 1991 13.9 23.0 10.7 32.9 7.1 30.6
April 1992 15.7 206 12.5 31.4 7.3 29.1
Octoher 1992 16.1 20.5 12.8 323 7.2 30.0
April 1993 15.0 19.3 12,1 306 6.3 287
October 1993 16.7 22.1 13.0 31.2 7.2 28.9
April 1994 1.9 19.6 12.8 31.9 6.7 297
Apr 94 minus Oct 88 -1.0 -8.8 0.7 3.0 -2.9 -1.9
Male
October 1985 69.9 10.7 62.4 725 113 .4
QOctober 1988 729 9.8 63.7 76.5 7.7 70.7
April 1989 71.9 10.5 64 . 76.0 8.2 69.7
Ocloher 1989 71.0 10.0 63.9 75.4 8.4 69.1
April 1990 70.3 10.8 62.7 73.9 8.4 67.7
Octoher 1990 72.2 8.6 66.0 75.2 7.5 (9.5
April 1991 (9.8 10.3 62.6 74.6 7.8 G8.7
Oclober 1991 69.8 10,0 62.8 72.2 5.8 63.9
April 1992 70.4 10.3 63.1 73.0 8.3 66.9
Qciober 1992 09,2 9.8 62.5 72.5 8.1 66.7
April 1993 67.6 9.5 61.2 71.2 7.7 65.7
Qctoher 1993 65.0 9.6 61.3 70.2 8.2 64,5
April 1994 67.7 11.4 60.0 712 9.1 64.8
Apr 94 minus Oct 88 -5.2 1.6 -5.7 5.3 1.4 3.9
Total
Octoher 1985 42.8 14.0 . 36.8 32.3 11.2 46.4
October 1988 45.4 13.2 39.4 53.0 8.3 51.0
April 1989 44.8 13.4 38.8 560.1 8.4 31.4
Qclober 1989 44.6 13.2 38.7 55.6 83 50.8
April 1950 433 13.4 37.5 53.5 8.5 48.9
Cctober 1990 45.0 109 40.1 34.8 7.4 50.7
April 1991 43.] 12.1 37.9 53.9 7.4 49.9
QOctober 1991 424 12.1 37.3 325 8.3 48.2
April 1992 43.7 12.1 38.4 52.2 8.0 48.3
October 1992 43.3 11.7 38.2 524 7.8 48.3
April 1993 41.9 11.2 37.2 509 7.3 47.2
October 1993 42.9 11.9 37.8 50.7 7.9 46.7
April 1994 42.4 12.9 37.0 51.6 8.3 47.2
Apr 94 minus Oct 88 -3.0 -0.3 2.4 4.0 0.0 -3.8

(c) Total of employed and unemployed das & percentage of population qged 12 or more.
£h) [memploved as o percentage of the labour force,
(c) Employed as o percentage of popidation aged 12 or more.
Source: State Tnstitiie of Statistics, Housebold Labour Force Survgy Resuils, parions issues from October 1985 to April 1994.
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ABSOLUTE CHANGES IN URBAN POPULATION
APRIL 1990-APRIL 1992 AND APKRIL 1992-APRIL 1994

(000 Persons) 1990-92 %o 1992-94 %
Population aged 12 or more 1675 100.0 1712 100.0
Total employed 812 48.5 331 19.3
Female 219 13.1 141 8.2
Male 593 35.4 190 11.1
Total unemployed -15 -09 135 7.9
Female 28 17 123 7.2
Male -43 -2.6 12 0.7
Not in the labour force 878 52.4 1246 72.8 |,
in school 305 18.2 543 317
-aged 65 or more 55 3.3 142 83
due to other reasons 518 30.9 561 32.8
Females not in the labour force 631 37.7 664 38.8
in school 105 6.3 270 158
aged 65 or more ' ] 48 2.9 60 3.5
due to other reasons - 478 28.5 334 19.5
Males not in the labour force 247 14.7 582 34.0
in school 200 11.9" 273 15.9
aged 65 or more 7 0.4 82 4.8
due to other reasons 40 2.4 227 13.3

Note: The figures on this table are obtained by applying sample survey resuits to tbe -mon-tnstitutional civilian
(i.e, not in jail or in military service) population”. Therefore, these figures should be read approximations.
Source: State Institute of Statistics, Household Labour Force Survey Results, various issues.
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PRODUCTIVITY AND EARNINGS ' GRAPH 4
(1988=100) IN THE MANUFACTURING INDUSTRY
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